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Overview 
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Unemployment in Japan has reached the highest level in 20 years. Despite 
the likelihood of further layoffs and the growing pressure for government 
countermeasures, Tokyo plans no major shift to expansionary policies until wage 
negotiations are completed this spring. 

Improved Fringe Benefits Threaten the Italian Government's Goal of 
restraining increases in wage costs to 16% this year. Three major unions have secured 
higher unemployment compensation, beefed up escalator clauses, and improved 
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Note: Comments and queries regarding the Economic Intell igence b'eekly arc welcomed. They may be directed 
to | |of the Office of Economic Research, I ~ 
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ponsion benefits. Tho sottlomonts will udd billions of dollars to Industrial costs 
at a time whon demand is flaccid a high prlco for a tonuous labor poaco. 

Tho Soviot Pross Soys tho USSR has boon frood from paying tho romoindor 
of Its Lond-Looso debt by tho conditions incorporatod In tho US Trado Act. Tho 
Soviots aro committod to mako tho last of throo initial payments totaling 
$48 million on I July, loaving $674 million unpaid. Tho Lond-Loaso Settlement 
of 1972 mado payment of tho latter amount contingent upon tho granting of 
unconditional MFN status. 


The Dollar Continuod Its Slow Decline against all major currencies last week. 
Falling US interest rates and the anticipated relaxation of US fiscal policy are 
major factors in tho dollar's recent woakness. Gold was fixed at $176.50 an ounco 
yesterday afternoon in London, a gain of $0.75 for the week. Gold prices remain 
far below the $19 5.25 peak reached in late December in anticipation of large US 
private purchases. I 
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Articles 

DEVELOPED COUNTRIES: OIL CRISIS AND ECONOMIC GROWTH* 

The oil price hike hns simultaneously contracted demand and inflated prices 
in the industrial world. It played a major role in the sharp drop in industrial output 
and business confidence in 1974. Its effects - particularly on trade balances and 
money markets - darken prospects for an economic rebound in 1975, 

An External Shock 

The cuts in OPEC oil production in late 1973 and the breathtaking rise in 
°'i pnces lle:,lt t,lc m? d° r industrial economies an unprecedented external shock. 
The shock was exceptionally severe because it came roughly six months after the 
major countries, in near unison, had adopted more restrictive policies to slow their 
overheated economies. As a result, instead of the planned soft landing, the real 
annual rate ol growth for the six major foreign economies plunged from 9.1% 
in the first half of 1973 to a negative 0.9% in the first half of 1974. GNP remained 
in tins depressed state through the end of the year, showing practically no growtli 
m the second half over the first. If the United States is included, GNP growth 
slumped from 8.2% in the first half of 1973 to a negative 2.1% in the first half 
of 1974 and a negative 1.7% in the second half. 

Business and consumer confidence continued to slide; inventories mounted. 
Real investment in the six major foreign countries fell off at an annua! rate of 
1 1.5% in the first half of 1974 and at an estimated 3.6% in the second half. Growth 
in private consumption was near zero in the first half of 1974 and recovered only 

slightly thereafter. Finai domestic demand for the year as a whole declined at 
a rate of 0.2%. 
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Industrial output in the six major foreign countries weakened progressively 
throughout 1974. Their combined monthly output had fallen below the year-earlier 
level by August and has since continued to sag. In November, output was down 
by an estimated 7%. Japan and West Germany - the two largest foreign 
economics - showed declines of 13% and 7%, respectively. 

* This article docs not attempt to quantify the growth impact or higher oil prices as distinct from other 
factors in the woild economic slowdown. Such an assessment would depend heavily on assumptions concerning 
values and Uj of various multi pliers - the reliability of which would be questionable, given recent radical 
changes in the world economy. I 
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DEVELOPED COUNTRIES: Cliangos In Real GNP 

Porcont Chango ovor Provious Period; Somlonnua! Data at Annual Rales, Seasonally Adjustod 


TOTAL FOR SEVEN COUNTRIES 


TOTAL FOR SIX FOREIGN COUNTRIES 



ANNUAL SEMIANNUAL ANNUAL SEMIANNUAL 
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Unemployment in these countries as a group rose 40% during 1974, The 
number of unemployed in West Germany about doubled, to nearly I million 
workers. In Japan, the policy of providing lifetime jobs limited the rise in 
unemployment to 8% until December, when layoffs spurted. The United Kingdom, 

France, Italy, and Canada experienced ris<'s in unemployment of between 15% 
and 35%. 

Individual Countries 

Among the industrialized countries, Japan suffered the sharpest decline in GNP 
last year. Total output dropped at an 8.8% annual rate in the first half, improving 
by a meager 1.3% in the second half. Both consumption and fixed investment 
fell sharply, pulling down final domestic demand by 5.0% for the year. The GNP 
slump would have been even worse had inventories not been allowed to mount. 
With inflation still running at 20%, Tokyo has held to the restrictive policies that 
are exacerbating the contractionary effects of the oil price hike. 

The United Kingdom suffered a 0.6% drop in C.NP for 1974, after the 5.3% 
gain of 1973. Because of a prolonged coal strike and the oil crisis, growth at an 
annual rate was a negative 3.0% in the first halt of 1974 on top of a decline 
in the second half of the preceding year. GNP recovered at an estimated 3 9% 
annual rate during July-Dccember 1974; its value nevertheless remained slightly 
below that reached in the first half of 1973. 


Developed Countrlei: Chingei In Retl GNP and Component, ,974 


Private consumption 
Government purchases 
of goods and services 
Gross fixed Investment 
Plant and equipment 
Construction 
Final domestic demand 
Exports of goods and 
services 

Imports of goods and 
services 

Net foreign balance 1 

Stockbuilding 1 

GNP 


*0.3 *0 


Percent Change over 1973 






Total Ex- 





cluding 

United 


United 


the United 

Kingdom 

Canada 

States 

Total 

States 

•0.3 

5.5 

•2.2 

•0.3 

1.5 

2,0 

6.7 

1.0 

0.6 

0.2 

•5.5 

8.4 

•7.2 

•6.0 

■4.8 

0.7 

11.1 

•0.3 

•2.1 

•3.8 

■29.9 

2.1 

•27.1 

•16.4 

-6.5 

*0.3 

6.3 

•2.4 

■1.3 

-0.2 

5.1 

•1.3 

7.5 

8.6 

9.6 

l.J 

10.5 

1.0 

3.3 

5.5 

0.8 

•3.1 

0.5 

0.7 

0.8 

•1.1 

0.4 

•0.3 

*0.3 

-0.3 

-0.6 

3.6 

•2.2 

•0.8 

0.4 


l^ ouw, to ihc ne! foreign b.l.n« ,nJ the ,„c of ■locH.-Udm, „p reM ed . percent of p^lou. period’. CNP. 
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Thiinks solely to moderate inerciises in government spending and in net foreign 
demand, West Germany managed to keep output ut the 1073 level, (irowlli slipped 
IVo'ii 5.3% in 1073 -- a t trihu tjihle to a banner first half -- to 0,4% fist year. A 
dramatic lalloll in business investment and continued apathy among consumers 
plagued the economy throughout the year. Because a drop in export demand added 
to the domestic slump in the second half, C»NI* fell by 2.8% during July-Deccmber. 


When the oil crisis hit, the Italian economy was recuperating from an economic 
slowdown caused by business malaise and massive strikes. Despite still-strong 
domestic demand, growth plummeted from an annual rate of 9.4% in the second 
hall ol 1973 to 3.2% in the first half of 1974. An austerity program, induced 
by severe balance-of-payments problems, dropped the growth rate to near zero 
in the second half of the year. 


France's growth rate actually rose in the first half of 1974 because of strong 
consumer demand and still buoyant investment. C.rowth slumped from 4.5% to 
an estimated 1.0%; in the second half, however, as investment plunged in reaction 
to harsh government taxes and restraints on business and as demand for French 
exports slumped. 


As a net exporter of oil, Canada at first benefited from the sharp hike in 
oil prices. GNP growth increased to 5.7% in the first half of 1974, compared with 
4.4%; in the second half of 1973. During July-Deccmber, however, housing 
investment fell precipitously in the wake of a jump in interest rates, and exports 
were hurt by weak US demand. Growth dropped to an estimated annual rate of 
negative 1.7%). 


Outlook 


Prospects for substantial growth in 1975 are dim. Continued weak demand 
for investment goods, depressed export markets, and a large overhang of inventories 
will hobble recovery. Private consumption and government spending will be the 
mgjor strong points. On balance, the six foreign economies should show a growth 
rate between 1% and 2% for the year as a whole - better than in 1974 but far 
below tlie long-term tren d. Most of this growth will occur after midyear. 


* * * * 


Approved For Release 2002/05/29 : 6 CIA-RDP86T00608R000500140004-9 

Secret 





Approved For Release 2002/05/29 s ?etX-RDP86T00608R0005001 40004-9 


DEVELOPED COUNTRIES: OIL PRICES AND INFLATION 

During 1974 the sharp rise in oil costs gave a strong push to inflation in 
Japan, West Germany, the United Kingdom, France, and Italy. Since the initial 
OPIX’ price hike in October 1073. wholesale prices in these countries have risen 
30% on average and consumer prices nearly 20% -- the sharpest increases in 
post-World War II history. 

Overall Impact 


Higher oil costs d'rectly accounted for one-third of the overall rise in prices 
in miyor foreign economies during the past year or so.* The increase in oil prices 
has boosted wholesale prices by an average of 9% and consumer prices by perhaps 
half that amount. Japan and Italy have been particularly hard hit because oil meets 
three-fourths of their energy requirements. Price levels in the United Kingdom, 
West Germany, and France were also boosted substantially, as indicated in the 
tabulation. 


Percent Increase, December 1974 over 
September 1973 

Wholesale Prices 



Delivered Price 


Attributable 


of Crude Oil 

Total 

to Oil Prices 

Japan 

256 

32 

11 

West Germany 

180 

16 

8 

United Kingdom 

207 

33 

7 

France 

256 

30 

4 

Italy 

253 

49 

12 


Most of the oil-induced inflation occurred during the first half of 1974. with 
higher oil costs accounting for two-fifths of the rise of wholesale prices in Japan, 
nearly one-half in West Germany, and nearly one-fourth in the United Kingdom. 
Higher oil costs were also a key factor in Italy's 68% wholesale price inflation 
in the first half and France's nearly 50% rate. Because one-half ol Canada's oil 
consumption is supplied from domestic output under controlled prices, the rise 
in Canadian oil prices in the first half was substantially less than in any other 
major foreign industrial country - roughly 100%. 


* We have used input-output tables to estimate the impact of rising oil prices on the level of wholesale 
prices. We assumed that two-thirds of the October 1973 price hike was passed through by yearend and that 
the balance plus three-fourths of the December 1973 price hike was passed through in the first half of 1974. 
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The cost of oil remained an important though di’dining influence on the rate 
of inflation in the second half of 1974. In Japan anil the United Kingdom, certain 
prices affected by higher oil costs jumped sifter midyear, when price controls were 
eased. Japanese utility rates, for example, were raised 70% in July 1974. Oil price 
hikes continue to reverberate in the West German, ITench.and Italian price systems 
at a diminishing rate. 

Impact on Industries 

Industries hardest hit have included chemicals, rubber, electric power, and 
textiles. Unit output costs for heavy chemicals in Japan, for instance, have increased 
nearly 10% as a direct result of higher oil prices. Transport costs in Prance, to 
cite a second example, have been boosted by l5%-20%. Data for West Germany 
indicate that roughly one-third of the rise in machinery prices stemmed directl v 
from higher energy costs. 


Percent Increase in Unit Output Prices Directly Attributable 
to Higher Oil Costs Since October 1973 



United 

Kingdom 

Japan 

West 

Germany 

Agriculture, forestry 

5.7 

3.4 

4.9 

Raw materials 

5.4 

8.8 

6.1 

Refined petroleum 

125.1 

114.4 

71.8 

Processed foods 

3.6 

3.8 

4.6 

Tobacco 

2.7 

1.7 

1.1 

Iron and steel 

6.4 

5.9 

6.5 

Nonferrous metals 

3.6 

6.3 

4.2 

Fabricated metal products 

3.4 

4.0 

3.5 

Chemicals 

8.9 

10.2 

5.1 

Rubber 

4.0 

5.4 

3.5 

Fibers, yam, fabrics 

3.i 

4.9 

2.5 

Clothing, furs 

2.0 

3.6 

1.6 

Leather goods 

2.8 

3.9 

2.7 

Wood products 

2.7 

5.1 

3.6 

Agricultural and industrial 
machinery 

2.4 

3.4 

3.4 

Electrical machinery 

2.4 

3.5 

2.8 

Transport machinery 

3.1 

3.2 

5.1 

Precision instruments 

2.0 

3.0 

2.5 

Miscellaneous manufactures 

4.3 

5.9 

2.1 

Construction 

2.5 

4.6 

2.4 

Utilities 

16.6 

30.7 

6.4 

Transport 

4.1 

7.4 

10.6 
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Imllrocl Imp, id 

Higher Cud price’s liiivc added impetus In wage demands. A prime example 
is the case of Japan where perhaps one-lourth of Ihe rise in hourly wage rales 
during (lie past year may In’ attributed to Ihe added inflation caused by higher 
oil costs. To judge hy past relationships between price changes and wage increases, 
the 1974 wage hikes of 32% would have averaged approximately 25% in Ihe absence 
of the oil price rise, Labor productivity also suffered because higher oil costs 
reduced final demand and output. 

The oil price hikes of October and December 1973. combined with Ihe oil 
embargo, also contributed to the unprecedented round of speculative commodity 
buying that boosted raw material prices dramatically in the first half of 1 ‘>74. 
In this period, commodity prices jumped an average of 307' even though final 
demand had leveled off or declined. 


Outlook for 1975 

The latest Ol’IiC price hike announced in December will place additional 
moderate pressure on prices. If the oil companies are able to fully pass through 
the price rise, it will add about 4 % to crude oil costs. Our analysis indicates that 
the direct impact on wholesale prices in the major countries could be about 0.57. 

liven if oil prices stabilize, inflation will remain a serious problem for the 
major industrial countries. Rapidly rising labor costs are a near cer tainty because 
of militant labor demands sparked by the spiraling cost of living. 


* -* 
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CHINA: SLOW ECONOMIC GROWTH EXPECTED 

In his 13 January report to the National People's Congress. Premier Chou 
lin-lai surveyed 1974 economic results and charted a course of carefully planned 
but comparatively slow growth. The Chinese economy appears to have grown in 
1974 by about 4% - down from the 7% gain of 1973. A respectable increase 
in agricultural output was not enough to offset a slowdown in industrial growth. 

Industry Held Hack 

Among the factors holding back the rate of industrial growth in 1974 were 

• the persistence of imbalances among the extractive, processing, and 
finishing industries, highlighted by shortages of coal; 

• the overburdening of the railroads and congestion at major ports; and 

• sporadic work stoppages, lowered worker morale, and reduced 
productivity created by the anti-Confucius campaign, particularly in the 
second and third quarters of 1974. 

In a major disappointment, skipped over by Chou, steel output fell by an 
estimated 6%, to 24 million tons. On the positive side, the petroleum industry 
continued to boom, with a 20% increase in output of crude - to 65 million tons. 
Production of tractors, chemical fibers, cotton textiles, and chemical fertilizer also 
increased. 

Agricultural Gains 

Agricultural growth during 1974 was highlighted by increases in industrial 
crops such as cotton, sugar, oilseed crops, and hemp. Grain output exceeded the 
1973 level of 250 million tons and may have reached the 260 million-ton mark. 
Nevertheless, grain production in 1974 was clearly less than the authorities hoped 
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lor. Imports of grain - 7.2 million Ions in I ‘>74 - will continue at a high level 
with 5.6 million tons already slated for delivery in 1675. 


Inereased Trade Deficit 

In foreign trade, total exports rose last year with the rapid expansion of 
earnings Iron) oil more than offsetting the impact of shrinking world markets for 
traditional Chinese goods. Imports grew even faster as worldwide inflation pushed 
up price tags on C hina s imports. I lie trade deficit with non-Communist countries 
increased from the 1 673 level of $370 million to perhaps $750 million in 1974. 
Peking was willing to make heavier use of medium-term credits to finance whole 
plant imports. 

Looking to the Future 

Chou singled out the period of the Fifth Five-Year Plan (1976-80) as crucial 
to attainment ol front rank" status by the end of the century. The basic problem 
for the People's Republic remains that of boosting the long-term rate of grain 
production above the rate of population growth. Solution of this problem through 
expanding industrial inputs to agriculture - including inputs of foreign 
technology - is clearly implied in Chou's speech. In general, he called for tightened 
central management of the economic and balanced efforts to promote growth. The 
leadership, however, is in transition and, given the PRC’s past experience with 
radical turns in economic policy, the present mod erate approach may be difficult 
to maintain. 


•x- * 


LATIN AMERICAN REACTION TO THE US TRADE ACT 

In attacking the recent US Prade Act, Latin America lias focused on the 
exclusion of OPFC members from the benefits of the generalized system of 
preferences (C.SP). This reaction masks more basic dissatisfaction. Most Latin 
countries believe that the law foreshadows an increasingly protectionist policy rather 
than the special treatment for LDCs agreed to at UNCTAD II. 

Bill of Particulars 


Specific dissatisfactions with the handling of GSP, which grants duty-free 
access to US markets for manufactures, semimanufactures, and some processed 
agricultural products for !0 years, are: 
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• All Lnt in countries lire troubled by exclusion from (iSI* ol' textiles and 
noimibber footwear, which nre important Latin American products. 
Argentina, Urn/, II, Colombia, and Mexico are the most affected. 

• Most countries are upset because the law places a ceiling, product by 
product on (ISP imports from qualifying countries, 

• Brazil is critical of the tightening of regulations governing countervailing, 
duties on subsidized footwear exports to the United Slates, 


25X6 


Benefits 


The Act, however, still provides significant benefits to Latin countries 
exporting manufactured goods. A US study based on 1972 trade data indicated 
that the Act would have allowed an additional $750 million worth of products 
(11% of US imports from Latin America) to enter the United States duty-free 
in that year. Mexico, accounting for about $350 million of this total, would have 
been the chief beneficiary, mainly because of the diversity of its manufactured 
goods exports, Brazil would have received duty-free treatment for an additional 
SI ■ 3 million worth of goods, and Argentina about $33 million. On the other hand, 
because of the limited extent of their manufactured goods exports. Venezuela and 
beuador -- the two OPFC members - would benefit little from preferences. 

Recent Developments 

Argentina has canceled the inter-American Foreign Ministers meeting in Buenos 
Aires scheduled for March and charged the United States with "rigidity and 
unfairness" in its dealings with Latin America. This move may represent a hardening 
of the Argentine attitude toward the United States in response to Venezuelan credit 
offers and a deterioration in the domestic political situation. At an OAS meeting 
earlier this month, the Latin governments condemned the law as discriminatory 
and restrictive of trade. The two OPHC countries also have increased the pressure 
against the United States. Quito seized four US tuna boats last weekend. Caracas 
has threatened to reduce 1975 oil prodetion 14% rather than the planned 10% 
and to raise royalty and tax levies if the anti-OPFC provision is enforced. 
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Reflecting tlisiippoinlmcnt willi the <ISI*, , several of the Latin countries now 
Iwlicvc that permanent changes in trade regulations - particularly elimination of 
nontarilf barriers along with retention of existing UK' preferences -- represent the 
greatest hope for trade benefits for UK’s. They now plan to importune the 
industrial i.,nions to honor their commitment under the Tokyo declaration by 
considering UK* special needs during the u pcoming multilateral trade negotiations. 


* * x- 


WORLD RICE PRICES MAY SOFTEN FURTHER IN 1975 


Our review of the world rice situation this year points to a further decline of 
rice prices, which have already fallen nearly $200 a ton or 30% since mid- 1 974. At 
present prices, we estimate an excess export supply 
on the order of 1.2 million tons tliis calendar year. 


US Rice Export Prices 


The projected world paddy rice harvest of 315 
million tons for the crop year ending 31 July 1975 is 
about the same as last year. Export supplies, however, 
should increase by 1.1 million tons to total 8.8 
million tons. 

• The bumfer US harvest will permit expuiis 
of up to 2.5 million tons, 40% over last 
year. 

• Thailand, the world’s second largest rice 
exporter, will have 1.6 million tons avail- 
able for export, or 45% more than was 
exported last year. 

• Production is up in the other minor ex- 
porting countries except Burma. 

Import demand for rice in 1975 is projected at 
7.6 million tons. A 30% increase in demand by 
Middle East countries-to 1.8 million tons- will be 
offset by (a) excellent harvests in the Philippines, 



’No 2 medium grain, 4% brokans. 
f o b mills. Houston, lout 

565049 t 75 
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World Klee Production mid Trade 


1972/7.1 

1973/74 

1 974/75 1 


Million Tons 



Product ion (August-July) 


World total 

294.5 

317.0 

315,4 

Western Hemisphere 

13.3 

15,0 

16.7 

or which: 




Hulled Sidles 

3.9 

4.2 

5,2 

Africa, lui rope, Oceania 

9.0 

9.5 

9.6 

Asin 

*>7 J ) -> 

o f dtt am 

292.5 

289.1 

or which: 




PRC 

103.0 

105.0 

105.0 

India 

5K.9 

65.7 

60.0 

Indonesia 

20.5 

22.6 

23.5 

Thailand 

12.2 

14.4 

14.5 

Burma 

7.4 

8.6 

7.6 

Ollier 

70.2 

76.2 

78.5 


1973 

1974 

1975 2 



Thousand Tons Milled 


Mx ports 




World tolnl 

6, SSI 

7,655 

8,800 

Western Hemisphere 

1,897 

2.120 

2,875 

Of which: 




United Slates 

1.589 

1,800 

2,500 

Africa, Mu rope, Oceania 

848 

1,1 17 

1 ,300 

Asia 

4,136 

4,418 

4,625 

Or which: 




Thailand 

881 

1,100 

1,600 

PRC 

1,200 

1,500 

1 .500 

Imports 




World total 

6,881 

7,655 

7,575 

Western Hemisphere 

545 

630 

650 

Africa, Mu rope, Oceania 

1,633 

1,720 

2,000 

Asia 

4.703 

5,305 

4.925 

Of which: 




Indonesia 

1,657 

1,200 

700 


1. CIA cM i mates. 

2. l or 1975, data arc export availabilities and import demand. 
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•Soulli Vietnam, Mild Malaysia; (h) increased imports of lower priced foodgrains; and 
(c) a comfortable level of rice slocks in ;i lew large importinf; countries. Indonesia, 
the world’s largest rice Importer, built slocks of nearly I million Ions in 1074 thus 
reducing this year’s import needs. 


I he decrease in world rice demand will exert downward pressure on US export 
prices as slocks elbiil) lo near record levels. M current prices, exports are not 

expected to exceed las t year’s level of I .H million tons u nless |‘|,4H() allocations are 
substantially increased. ' — — , 


•x- * * * 


Notes 


China: Agreement To Cancel US Wheat Contracts 


Ihe PRC has reached an agreement with an international grain trader. Cook 
Industries, to cancel contracts for 600.000 tons of US wheat scheduled Tor delivery 
from February to September 1975. Peking is expected to reach a similar agreement 
with a second trader for cancellation of an additional 500.000 tons of US wheat. 
The two contracts - worth about SI 60 million - represent the total of outstanding 
commitments of US grains to China. In spite of the cancellation of the two 
contracts. US tr aders do not believe that China lias p ermanently withdrawn from 
the US market. 1 — — — — 


Update on the Soviet Winter Grain Crop 


Warm weather that began in early January has melted the snow in the western 
and southern half of the USSR's winter grain area. This area's unseasonably warm 
weather, as reported in the Western press, has continued through yesterday. Without 
a o Protective layer of snow, several days of extremely cold temperatures (below 
0 b) could cause substantial winterkill. Barring the appearance of a severe cold 
spell before more snow acc umulates, the prospects for an ex cellent winter grain 
harvest still hold, however. 
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Publication of In loro, si* 


The Economic Situntion in Soulli Vietnam, December 1974 
(ER IR 75-1, January 1975, Confidential No Foreign Dissent) 


Topics reviewed in the December report include (n) the stabilization policy 
of new Deputy Prime Minister for Economic Development I lao, (b) signing of new 
French aid agreement, (e) recent trends in C»VN tax collections, (d) revival of 
charcoal production and export, (e) C.VN policies ‘o increase domestic sugar 
production, and (0 the iron and steel industry. 


C-opIcs of till* publication may be ordered by utility’ 


25X1 A 
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